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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange rate 
unless otherwise indicated US$1.00 = M$2.25 
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GNP (billions) Employment (000) 3885 

Per Capita GNP . Averare rate of unemployment N/A 

Industrial Production Index 

(1970 = 100) P. Malaysia 167.1 Money Supply 1800.0 
Public Debt 3965.7 
External Debt 567.39 


Part if 


1974 lst Q '74 lot ) "75 % change 


Consumer Price Index 

(1967 = 100) P.Malaysia 137.8 133% 144.7 +*8.0 
Gold & Foreign Exchange 1532.4 1434.5 1362.2 -5.0 
Net External Reserves 1677-57 2580.3 1503.3 -~4.0 
Balance of Payments 44.5 


Balance of Trade 


Exports 


Rubber 1283.0 441. 
Saw Logs 458.8 131. 
Tin 673.3 147. 
Sawn Timber 194.3 54. 
Palm Oil 482. 74. 
Petroleum 299. 13% 
Others 1137. 246. 
Gross Exports 4528. 1179. 


Less: Gross Imports G379% 9735, 
Balance of Trade 33. 199. 
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Value of major exports to the U.S. (Jan-Dec. 1974) 
Tin (201.2), Rubber (139.7), Palm Oil (59.6), Sawn Timber (14.0), 
Total (636.1). 


Value of major imports from the U.S.(Jan-Dec.1974) 
Machinery & Transport Equipment (205.7), Chemicals (53.0), 
Manufactured Goods (48.6), Food (13.5), Beverages & 
Tobacco (19.0), Total (430.3). 





SUMMARY 


The Malaysian economy is expected to register a 4 
percent real growth in GNP for 1975. Export earnings 
from rubber and timber have decreased sharply from 
the same period in 1975, but revenues from palm oil 
have increased dramatically and tin and petroleum 
have been holding their own. Imports have declined 
significantly and the balance of trade is now predicted 
to be roughly in balance for 1975. The domestic sector 
remains reasonably strong, especially the construction 
industry. Inflation is projected at an annual rate of 
7-8 percent, a sharp downturn from 18 percent in 1974. 
The prospects for the second half of 1975 are for 
moderate improvements in all areas of the economy 
over the first six months of the year. . 


The business and investment climate has been altered 
from one year ago because of events in Indo-China and 
actions by the Government of Malaysia. Communist 
terrorists in Malaysia have stepped up their activities 
in recent months, continuing a trend of several years, 
but the Embassy assessment is that the GOM should 
be able to control the situation and no serious threat 
is posed to the viability of the Government. Two 
recent laws, Petroleum Development (Amendment) Act, 
1975 and the Industrial Coordination Act, have clouded 
the investment and business climate compared to 12 
months ago and must be considered by U.S. businessmen 
in evaluating Malaysia for commercial purposes. 


Good sales prospects for U.S. firms exist for 
equipment in agriculture and fisheries, food processing, 
port and harbor mechanization, airport expansion, 
mining and construction, telecommunications and power 
generation. 





CURRENT OUTLOOK AND TRENDS 


Midway into 1975 the Malaysian economy continues to 
reflect the world recession as prices and volume of major 
exports, especially rubber and timber remain depressed. 
However, a trade deficit for the year is no longer predicted 
because of a sharper than expected decline in imports 
offsetting reduced exports. The domestic sector remains 
relatively strong and real growth of 4 percent in GNP is 
forecast for 1975, a commendable achievement in this 
primary commodities, export-oriented economy. 


Primary Commodities 


Rubber and timber, the mainstays of the economy, have 
been hit hard because of the downturn in demand by the 
industrialized countries. The timber industry, however, 
is breathing signs of recovery as some economic indicators 
show that the construction industry in the major indus- 
trialized countries, to which local timber industry is 
extremely sensitive, bottomed out in early 1975 and is 
turning up. Palm oil production continues to increase 
rapidly over previous years and the price remains good. 

In the mining sector, copper is expected to be exported 
from Sabah for the first time in significant quantities. 


Terms of Trade 


The terms of trade are expected to deteriorate in 
1975 compared to last year by at least 12 percent. Prices 
of major export commodities particularly rubber, are 
expected to remain depressed during most of the year 
while the prices of imports, particularly machinery and 
equipment, will continue to rise, although some further 
softening of imported food prices is likely. 


Manufacturing and Construction 


The manufacturing sector is slack with consumer spend- 
ing off and total demand down, but expectations are that 
output will pick up during the second half of 1975. The 
construction industry continues to increase at about 10 
percent per annum, a rate comparable to that of last year. 


Rate of Inflation 


The rate of inflation has declined notably from 18 
percent last year. The Consumer Price Index (CPI) for 
the period January-March 1975 registered an increase of 
8.5 percent compared to the same period last year. Food 
items, which comprise almost 47 percent of the CPI, have 
had smaller rates of increase each successive month during 





1975. The current forecast is that inflation in Malaysia 
will be about 7-8 percent on an annual basis for 1975. 


GOVERNMENT POLICIES AND ACTIONS 


Bank Rates 


In an effort to stimulate the economy the GOM twice 
lowered the lending rates for banks and the ratio of 
statutory reserves. The most recent action, announced 
on April 30, lowered the minimum lending rates for banks 
by half percent -- prime rate to 9% and the preferential 
rate to 8 1/2%. The ratio of statutory reserves which 
banks and finance companies must hold with the Central 
Bank was reduced to 7% and 4% respectively. 


Rubber Price Stabilization Scheme 


Declining rubber prices have caused serious political, 
social, and economic problems for the GOM. 550,000 rubber 
smallholder producers, who with dependents total about 3 
million persons in a total population of 11.5 million, 
depend on rubber for their livelihood. In an effort to 
try and boost the price of rubber and keep it within an 
acceptable price range, the Government has proposed a two- 
pronged International Rubber Price Stablization Scheme 
to the Association of Natural Rubber Producing Countries 
(Indonesia, Thailand, Sri Lanka, Singapore, and Malaysia). 
The essential components of the Scheme are (1) production 
control apportioned among producers to limit rubber reach- 
ing the world market, and (2) International Rubber Buffer 
Stock similar to the Tin Buffer Stock to buy and sell 
rubber in the world markets to stabilize price within a 
price range which has not yet been announced. The GOM 
expects the agreement to be signed in August after which 
time consumer countries including the United States will 
be invited to join on conditions similar to consumer 
countries' participation in the International Tin Council. 


IMPLICATIONS FOR THE UNITED STATES 
Business and Investment Climate 


American businessmen visiting or inquiring about 
Malaysia invariably request the Embassy's assessment of 
the business and investment climate. The recent rapid 
changes in Indochina and new Malaysian Government policies 
and legislation make the question particularly relevant 
at this time. 


The countries in Southeast Asia are, of course, 
distinct and varied, with differing strengths and 
characteristics and, therefore, need be considered and 





evaluated individually for foreign commercial and invest- 
ment purposes. 


In Malaysia, several significant events have developed 
during the past six months which impact on the business 
and investment climate. 


Internal Security: The Communist takeovers in South 
Vietnam and Cambodia have caused concern about the poten- 
tial for increased Communist terrorism and instability in 
Malaysia. The GOM recognizes the possible destabilizing 
effects on other Southeast Asian countries, including 
Malaysia, because of the new governments in South Vietnam 
and Cambodia and the events in Laos. The GOM moved quickly 
to recognize the new governments, this being consistent 
with Malaysia's policy of non-alignment and non-inter- 
ference in the internal affairs of other countries. 


Prime Minister Razak has asserted that Malaysia is 
not in any sense a "domino" and that the "communist 
terrorists (in Malaysia) are bandits with little popular 
support". At the same time he has expressed concern over 
the potential flow of smuggled arms for profit from South 
Vietnam and Cambodia to the Malaysian insurgents. 


The Embassy assesses that the GOM possesses the 
resources and capabilities to control and limit the com- 
munist terrorists (CTs) who operate mostly along the 
Thailand-Malaysia border and have been there since the 
end of the Emergency Period in 1960. The CTs do not pose 
a serious threat to the viability and continuity of the 
Government at this time. Additional resources will, 
however, have to be employed in combatting the increased 
terrorists' activities, and these resources will of 
necessity be diverted at the expense of economic development. 


Petroleum Development (Amendment) Act, 1975: This 
Act, passed in early April, provides that any company 


processing or refining petroleum, or marketing or dis- 
tributing petroleum and petrochemical products in Malaysia 
shall issue only to PETRONAS (National Petroleum Co.) 
management shares equal to one percent or more of the 
issued and paid up capital of the company. Each manage- 
ment share is entitled to 500 votes per share on any 
resolution relating to the appointment or dismissal or 
directors or any member of the staff of the company. 


PETRONAS would be able, under the law, to acquire 
effective control of a company (by determining the members 
of the board and management) for a minimal cash outlay. 
This is viewed with concern by foreign petroleum/petro- 
chemical firms and holds the potential of de facto 
nationalization without full compensation. 





Exxon has discontinued all exploration and development 
activities pending clarification by PETRONAS on the imple- 
mentation of the management provision of the Act and on 
reaching agreement regarding the sharing of revenues from 
crude oil production. 


Petronas has not yet indicated how, if, or when they 
intend to implement the management provision clause of the 
Act. 


Foreign investors, other than oil related companies, 
are interested because of the potential application of 
the "management share" device to other sections of the 
economy. 


Industrial Coordination Act: This Act was also 
passed at the last session of Parliament in early April. 
It requires manufacturing companies in Malaysia to obtain 
a license from the Government which may impose such condi- 
tions on the license as it deems fit. The license may 
be revoked if the conditions are not met. 


This Act is not expected to materially affect most 
new or recent foreign investment in manufacturing, which 
already requires approval from the Federal Industrial 
Development Authority to qualify for promotional tax 
incentives. More likely, it will affect established 
foreign and non-bumiputra (indigenous Malays) firms 
felt to be failing to live up to the Government's New 
Economic Policy of 30 percent bumiputra employment and 
ownership participation in the commercial and industrial 
sector of the economy by 1990. The Act also provides 
the GOM a legal basis for prohibiting the establishment 
of manufacturing firms. Previously, it could control 
only those firms which sought benefits under the 
Investment Incentive Act. The Minister of Trade and 
Industry, Datuk Hamzah Abu Samah stated recently that 
licenses issued under the Act will contain conditions 
to abide by the New Economic Policy. 


Conclusion: Malaysia continues to possess assets 
that make it an attractive country in which to conduct 
business and to invest. These assets are a fundamentally 
effective government, strong currency, absence of exchange 
controls, well-managed economy and economic planning, 
excellent infrastructure facilities, growing economy, 
and a sophisticated business community. The adverse 
factors mentioned above have, however, clouded the 
investment and business climate as compared to one year 
ago and must be considered by U.S. businessmen in 
evaluating the absolute and relative attractiveness 
of Malaysia for foreign investment. 





Key Sales Prospects for U.S. Firms 


American firms should find good sales prospects in 
Malaysia for equipment in agriculture and fisheries, 


food processing, port and harbor mechanization, airport 


expansion, mining and construction, telecommunications 
and electric power generation. Specific areas where 
U.S. firms should enjoy substantial sales during the 
coming year are: 


--laboratory instruments. Demand is expected 
to increase notably during 1975-79 with 
total imports reaching M$92 million in 1979. 
U.S. share of the market was 42 percent in 
1974. U.S. suppliers should achieve sales 
in excess of “$38 million in 1975. 


--business machines, equipment, and systems. 
A limited but growing market exists for 
sale of business machines and systems. 
Malaysia suffers from a shortage of trained 
personnel in this area. 


--timber processing equipment. The potential 
for sales to the Malaysian timber industry 
is good, although the industry has been in 
a slump for the past 12-18 months. Indications 
‘are that sales of timber and processed timber 
products are picking up as all of the sawmills 
are back in production. 


Other excellent prospects exist in communication equipment, 
airconditioning and refrigeration equipment, process 
control instrumentation, and metalworking and finishing 
equipment. 
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